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For RELEASE Friday, January 12, 1973
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549
SECURITIES ACT OF 1933
Release No. 5354
SECURITIES EXCHANGE ACT OF 1934
Release No. 9944
ACCOUNTING SERIES
Release No. 138
Notice of Adoption of Amendments to Forms 8-K, 10-K, 12-K,
S-1, S-7, S-8, S-9, S-11, 10 and 12 Requiring Increased
Disclosure of Unusual Charges and Credits to Income
The Securities and Exchange Commission today adopted amendments to its
registration and reporting forms to require more detailed and timely
reporting, and timely review by independent accountants of extraordinary
or material unusual charges and credits to income or material provisions
for losses effected by registrants. Proposals to amend these forms, as
well as Forms 7-Q and 10-Q, for these purposes were published for comment
in Securities Act Release No. 5313 (Securities Exchange Act Release
No. 9801) on October 2, 1972. Form 8-K is the form for reporting certain
specified material events and transactions pursuant to Sections 13 and
15(d) of the Securities Exchange Act of 1934 (Exchange A c t ) ; Forms 10-K
and 12-K are the forms for annual reports pursuant to those sections of
the Exchange Act; Forms S-1, S-7, S-8, S-9, and S-11 are forms for registration of securities pursuant to the Securities Act of 1933; and Forms 10
and 12 are forms for registration of securities pursuant to the Exchange
Act.
The Commission noted when it proposed amendments to these forms that it
had observed an increasing number of large charges to income which often
appeared without warning and were not generally understood by investors.
The Commission is concerned that this trend seems to have accelerated in
recent months. While many of such charges result from an identifiable
event, many also appear to be made on the basis of a discretionary decision
to dispose of marginal facilities or operations or to write off deferred
development or excess production costs. In the latter situations, where
facilities or operations gradually deteriorate or the outlook for a contract or program gradually worsens to the point where a write-off is deemed
necessary, registrants have an obligation to forewarn public investors of
the deteriorating conditions which unless reversed may result in a subsequent write-off. This includes an obligation to provide information
regarding the magnitude of exposure to loss.
The Commission, therefore, reiterates its view that registrants should
make special efforts to recognize incipient problems that might lead to
such charges and to identify them clearly at the earliest possible time
in financial statements and other forms of public disclosure, including
public reports filed with the Commission, so that public investors may
recognize the risks involved. In this connection, registrants should
consider disclosure of the investment involved in divisions operating
at a loss; the undepreciated cost of plant and equipment currently considered to be obsolete or of marginal utility; the extent of deferred
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research and development costs incurred in connection with products whose
success is not reasonably assured; and other similar items where significant uncertainties exist as to realization.
The Commission has previously urged more comprehensive disclosure of progress and problems encountered in defense and other long-term contracts
which may also give rise to major charges against income (Securities Act
Release No. 5263 dated June 22, 1972) and has urged greater diligence in
the release of quarterly and other interim reports of operations (Securities Exchange Act Release No. 9559 dated April 5, 1972).
In addition to disclosure of incipient problems, the Commission believes
that substantial additional disclosure in regard to extraordinary items
and material unusual charges and credits to income or major provisions
for loss is necessary to enable public investors to assess the impact of
such items. This would include transactions that are classified as
extraordinary items under generally accepted accounting principles and
other unusual or nonrecurring material transactions or provisions for
loss, such as (but not restricted to) material write-downs of inventories,
receivables, or deferred research and development costs, provisions for
loss on major long-term contracts or purchase commitments, and losses on
disposition of assets or business segments. The release of October 2
(33-5313 and 34-9801) contained proposals for such disclosure. The comments received on these proposals have been given careful consideration
in determining the amendments to adopt.
The Commission has determined not to adopt the proposed amendment calling
for pro forma statements to reflect allocation of charges and credits to
prior years since, on the basis of comments received, it concluded that
the proposed pro forma disclosure might leave the improper implication
that past historical statements were in error as well as imposing substantial clerical burdens on registrants. The amendments adopted herein
call for disclosure of the years in which the costs being included in the
charge were or are expected to be incurred and the amount of cost in each
year by major category of cost.
The Commission has further determined not to adopt the proposed amendments
to Forms 7-Q and 10-Q and other related amendments which would have required an estimate of losses by quarters and a subsequent quarterly reconciliation of reserves provided. Comments indicated that quarterly estimates
and reconciliations would be difficult to make within acceptable limits
of accuracy, would not supply significant data for investors, and would
impose a clerical burden on registrants. The amendments adopted herein
require an estimate of losses by year and a subsequent annual explanation
of differences between estimated and actual amounts and a reconciliation
of any reserve provided.
In addition, the Commission has determined to omit the definition of
"material" contained in the proposed note to Item 10(a) of Form 8-K. Comments indicated that a definition which relates materiality to a criterion
based on separate reporting of an item to stockholders might have the
effect of discouraging such disclosure rather than improving the quality
thereof. Materiality, therefore, must be considered within the context
of the definition contained in Rule 1-02 of Regulation S-X.
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The text of the amendments follows:
A.

Form 8-K

I. The caption of Item 10 and paragraph (a) have been amended as
follows:
Item 10.

Extraordinary Item Charges and Credits, Other Material
Charges and Credits to Income of an Unusual Nature,
Material Provisions for Loss, and Restatements of Capital
Share Account.

(a) If there have been any extraordinary item charges or credits,
any other material charges or credits to income of an unusual nature, or
any material provisions for loss, the following shall be furnished for
each such charge, credit, or provision:
(1) The date of the registrant's determination to make the
charge, credit, or provision;
(2) A statement of the reasons for making the charge, credit,
or provision;
(3) An analysis of the components (in dollar amounts) of the
charge, credit, or provision, which includes
(i) A description of the various types of items written
down or off;
(ii) A description of any provision for losses on liquidation of assets or for other losses including a detailed
schedule showing the components of any losses provided for,
which schedule shows the amount of administrative and fixed
costs, if any, allocated to the loss;
(iii) A description of any estimated recoveries or costs
netted against the charge or credit;
(4) A statement setting forth the years in which costs being
reflected in the charge (or net credit) being described were or are
expected to be incurred and the amount of cost for each year by
major category (e.g., fixed assets, research and development costs,
operating losses);
(5) A statement setting forth the estimated amount of net cash
outlays (or in-flows) associated with the charge (or credit) in the
year the charge (or credit) is made and in each subsequent year in
which such estimate of the cash amount differs from the amount of
total costs stated in part (4) for that year;
(6) A description of the accounting principles or practices
followed and any changes therein or in the methods of applying such
principles or practices which was made in connection with the transaction; and
(7) A report from the registrant's independent accountants in
which they state that they have read the description in the Form 8-K
of the facts set forth therein and of the accounting principles
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applied and whether they believe that on the basis of the facts so
set forth that such accounting principles are fairly applied in conformity with generally accepted accounting principles or, if not,
the respects in which they believe the principles do not conform to
generally accepted accounting principles.
II. The following new instruction 8 has been added under EXHIBITS of
Form 8-K.
8. Reports from the independent accountants furnished pursuant to
Item 10.
B.

Form 10-K

A new instruction (6) has been added to the instructions to Item 2, Summary
of Operations, as follows:
(6) For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of cost
was estimated to be incurred in the fiscal year being reported on or the
prior fiscal year, summarize such transaction and state the amounts of such
estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any,
and provide a detailed reconciliation showing all charges and credits to any
reserve provided.
C.

Form 12-K

A new instruction 6 has been added to the INSTRUCTIONS AS TO EXHIBITS,
as follows:
6. For any event subsequent to January 31, 197 3, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be incurred in the fiscal year being reported on or
the prior fiscal year, summarize such transaction and state the amounts of
such estimated cost and the amounts of the actual cost incurred in such
periods, the reasons for differences between estimated and actual amounts, if
any, and provide a detailed reconciliation showing all charges and credits to
any reserve provided.
D.

Form S-1

A new instruction 7 has been added to Item 6, Summary of Earnings, as
follows:
7. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being reported on, summarize such transaction and state the amounts of such estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided. If the issuer was not a registrant prior to the filing
of this registration statement, this instruction shall apply to any transaction subsequent to January 31, 1973 which would have been required to
be reported pursuant to Item 10(a) of Form 8-K had the issuer been a
registrant and in which an amount of cost was estimated to be applicable
to the fiscal years being reported on.
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Form S-7

Instruction 8 of Item 6, Statement of Income, has been changed to number
9 and a new instruction 8 has been added, as follows:
8. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being reported on, summarize such transaction and state the amounts of such estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided.
F.

Form S-8

Instruction 4 of Item 19, Summary of Earnings, has been changed to number
5 and a new instruction 4 has been added, as follows:
4. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being reported on, summarize such transaction and state the amounts of such
estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any,
and provide a detailed reconciliation showing all charges and credits to
any reserve provided.
G.

Form S-9

Instruction 6 to part (a) of Item 3, Statements of Income, has been changed
to number 7 and a new instruction 6 has been added, as follows:
6. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being reported on, summarize such transaction and state the amounts of such estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided.
H.

Form S-11

A new instruction 7 has been added to part (a) of Item 6, Summary Financial
Data, as follows:
7. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being reported on, summarize such transaction and state the amounts of such estimated cost and the amounts of the actual cost incurred in such periods, the
reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided. If the issuer was not a registrant prior to the filing
of this registration statement, this instruction shall apply to any transaction subsequent to January 31, 1973 which would have been required to
be reported pursuant to Item 10(a) of Form 8-K had the issuer been a
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registrant and in which an amount of cost was estimated to be applicable
to the fiscal years being reported on.
I.

Form 10

A new instruction 5 has been added to Item 2, Summary of Operations, as
follows:
5. For any event subsequent to January 31, 197 3, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being
reported on, summarize such transaction and state the amounts of such estimated cost and the amounts of the actual cost incurred in such periods, the
reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided. If the issuer was not a registrant prior to the filing
of this registration statement, this instruction shall apply to any transaction subsequent to January 31, 1973 which would have been required to
be reported pursuant to Item 10(a) of Form 8-K had the issuer been a registrant and in which an amount of cost was estimated to be applicable to
the fiscal years being reported on.
J.

Form 12

A new instruction 9 has been added to the INSTRUCTIONS AS TO EXHIBITS,
as follows:
9. For any event subsequent to January 31, 1973, which was required
to be reported pursuant to Item 10(a) of Form 8-K in which an amount of
cost was estimated to be applicable to any of the fiscal years being
reported on, summarize such transaction and state the amounts of such
estimated cost and the amounts of the actual cost incurred in such periods,
the reasons for differences between estimated and actual amounts, if any, and
provide a detailed reconciliation showing all charges and credits to any
reserve provided. If the issuer was not a registrant prior to the filing
of this registration statement, this instruction shall apply to any transaction subsequent to January 31, 1973 which would have been required to
be reported pursuant to Item 10(a) of Form 8-K had the issuer been a
registrant and in which an amount of cost was estimated to be applicable
to the fiscal years being reported on.

The foregoing amendments are adopted pursuant to Sections 6, 7, 8, 10 and
19(a) of the Securities Act of 1933 and Sections 13, 15(d) and 23(a) of
the Securities Exchange Act of 1934. The amendments shall be effective
with respect to reports on Form 8-K and registration statements on Forms
S-1, S-7, S-8, S-9, S-11, 10 and 12, and with respect to annual reports
on Forms 10-K and 12-K filed on or after February 28, 1973.

By the Commission.

Ronald F. Hunt
Secretary

